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As a more specific example of the impact on competitiveness, consider the differential between UPS and 

its major competitor, the second largest small package employer in the Pennsylvania area, under two 

different scenarios: 

(1)  UPS continues to increase its pension contribution by 6% per year and 

(2)  The increase in UPS’ contribution rate is reduced to 3% per year. 

 

 

Competitor’s Pension Funds and Estimates of Future Contributions 

 

According to its 2017 10k, the competitor’s “pension benefits for most employees are accrued under a 

cash balance formula we call the Portable Pension Account.  Under the Portable Pension Account, the 

retirement benefit is expressed as a dollar amount in a notional account that grows with annual credits 
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based on pay, age and years of credited service, and interest on the notional account balance.”19  The 

contribution amounts are as follows20: 

 

 5% of salary for those less than 55 years of age 

 6% of salary for those between the ages of 55 and 64 

 7% of salary for those between the ages of 65 and 74 

 8% of salary for those 75 years of age and older. 

 

Interest paid on the accounts equals (1) the 1-year Treasury rate plus 1% or (2) 4%, whichever is greater. 

 

In addition to this defined benefit plan, the competitor also offers its employees a voluntary 401(k) plan, 

whereby it matches 100% of the first 1% of salary contributed, and 50% of the next 5% of salary 

contributed. 

 

In order to estimate future wage and pension costs, assumptions must be made with regard to  

 

 The current average wage of a Competitor’s driver 

According to the web site, www.truckdriverssalary.com/, the Competitor’s truck drivers earn an 

average pay of $24 per hour.  While this hourly rate is larger than that reported by other web 

sites, we will use this hourly rate and assume drivers work 2,080 hours per year for a 2017 annual 

salary of $49,920. 

 

 Future wage growth 

As mentioned previously, according to the Congressional Budget Office’s June 2017 report, An 

Update to the Budget and Economic Outlook:  2017 to 2027 (www.cbo.gov/publication/52801), 

the private sector employment cost index (wages and salaries) is projected to increase at an 

average annual rate of 3% per year.  Thus, I assume 3% wage growth for both the Competitor and 

UPS. 

 

 Future interest payments on the Portable Pension Account’s notional account balance 

The CBO report also forecasts that the interest paid on 3-month Treasury bills will not exceed 

2.8% over the period.  While interest on 1-year T-bills is generally higher than that of shorter 

term bills, the difference is not that significant.  Consequently, we will assume 4% future interest 

payments on the Portable Pension Account’s notional account balance. 

 

 Employee contributions into the 401(k) plan. 

We will assume the Competitor’s employees contribute the maximum amounts to the 401(k) plan. 

 

                                                           
19 Source:  Fedex Corporation.  Annual Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 
1934 for the fiscal year ended May 31, 2017, page 103. 
20 Source:  Fedex Corporation, Form DEF 14a, filed with the Securities and Exchange Commission on August 14, 
2017. 
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Competitive Differential Assuming Continued 6% annual increases in UPS Pension Contributions vs. 3% 

Annual Increases  

 

Chart 6 illustrates the growing disadvantage faced by UPS as a result of 6% annual increases in the 

contribution rate.  As a result of annual 6% increases, UPS wages and pension costs relative to those of its 

Competitor rise from 

 1.84 in 2017, to 

 1.99 in 2028, to 

 2.19 in 2038.21 

 

 
 

 

  

                                                           
21 Assumes continued wage growth of 3% per year and 1-year T-Bill rates below 3%. 
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If, on the other hand, pension contribution rates increase at the same rate as wage growth (3%), then (as 

seen in Chart 7) UPS wages and pension costs remain relatively constant (compared to its competitor at 

 1.84 in 2017, to 

 1.82 in 2028, to 

 1.80 in 2038. 

 

 

 

 

As more and more employers move to cash balance (defined benefit) pension plans and defined 

contribution plans, those employers who continue with their traditional, defined benefit pension plans will 

increasingly be placed at a competitive disadvantage.  Given the structure of their plans, increases in 

pension costs (per employee) for those with cash balance or defined contribution plans will be limited to 

the rate of increase in wages and salaries.  Consequently, for pension funds such as the Western 

Pennsylvania  Teamsters and Employers Pension Fund, the key is to limit the rate of growth in pension 

contributions to that equal to the rate of growth in the wages and salaries of their competitors, as 

illustrated with the UPS example. 
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If wages and salaries increase by 3% per year, as projected by the CBO, then employers in the Fund can 

increase their pension contributions by 3% and still remain competitive.  Anything above that amount 

puts Fund employers at risk. 

 

Summary and Conclusion 

The findings presented in this report indicate that the Fund can expect a continued decline in the number 

of active participants through 2037, averaging from -2.14% per year to -2.63%.  In addition, in order to 

stem the flow of employers out of the Fund, it will be necessary to reduce contribution increases to a rate 

consistent with projected wage growth – at this time, 3%. 

Forecasting the future is a tricky business.  The further out into the future we go, the greater the likelihood 

of some unforeseen event making our forecast too high or too low.  This is especially so in forecasting the 

future number of active participants in the Western Pennsylvania Teamsters Pension Fund.  The 

headwinds which are pushing down the numbers – the decline in union membership, the increased 

competition from non-union companies, the increased risk associated with the financial condition of the 

plan, and the decline in employment in certain occupational sectors may grow stronger as technological 

change expedites the substitution of man by machine (or computer).  On the other hand, economic growth 

and the increase of e-commerce may provide a strong enough tail wind to keep the numbers from falling 

(or at least reduce the rate of decline.) 

If anything, the uncertainties point to the importance of constant and careful evaluation of those factors 

affecting the solvency of the Fund. 

 

Dr. Elizabeth A. Paulin 

September 25, 2017  
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